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Abstract 
The paper reveals the growing importance of the Chinese currency (yuan/renmimbi) in the international monetary system through 
its prospects as a possible alternative to the US dollar and euro or as part of a multipolar international monetary system that 
ents 
an international currency, playing a modest role in the global economy. 
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1. Introduction - ld economy 
The Chinese currency internationalization is one of the most important aspects of the debate in global economic 
and political forums. China is the third largest economy and the biggest exporter worldwide but it does not have a 
reserve currency status for yuan/renmimbi. Moreover the short and medium term prospects for the Chinese economy 
are favourable, despite its slowdown. 
With a population of over 1344 billion people, China is the largest economic entity in the world (19.3% of total 
population), far exceeding the euro area's population (333 million - 4.8%), the USA (311.6 million - 4.5%) and 
Japan (127.8 million - 
18.7% for the euro area and 8.4% for Japan.  
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China's share in world merchandise exports reached 10.43% in 2011, consolidating its top position that occupied 
since 2009. Regarding imports of goods, in 2011 ranking puts the USA in the first position (12.33%), followed by 
China (9.48%), Germany (6.81%) and Japan (4.65%). 
China is a country with a persistent surplus of current account balance, with a peak in 2007 (10.2% of GDP) and 
a decreasing trend in recent years, reaching 2.8% of GDP in 2011. This surplus is unexplained to some extent and 
the question that arises is about the role of exchange rates and the willingness of some countries to accumulate huge 
international reserves after the Asian crisis. 
The value of official reserves doubled in 2011 compared to 2007, reaching USD 3.2 trillion in 2011, so China 
held the first position in the ranking of countries with the largest reserves, followed by Japan and the Russian 
Federation. According to the World Gold Council (World Gold Council, 2012), China doubled its gold reserves 
between 2007 and 2012, with holdings of 1054 tonnes in October 2012, representing 1.7% of total Chinese foreign 
total foreign reserves remains low (1.7%) compared with that of the USA (75.4%).   
In other words, China ranks first in terms of exports and imports of goods and services share in GDP, population 
and international reserves. 
2. Chinese currency internationalization  evolutions and developments  
Theoretically, an international currency is a currency that is used within and outside the issuing country. The 
international role of a currency is related to the three basic functions of money: medium of exchange, store of value 
and unit of account. Internationalization of China's currency means that the yuan/renmimbi will be used 
internationally fulfilling all these functions. 
International currency status of the yuan/renmimbi can be earned through Chinese currency internationalization, 
which includes ensuring its convertibility and keeping on the government initiatives to promote settlement of 
international trade in China's currency, through enhancing exchange rate flexibility, developing domestic financial 
market, removing restrictions on capital movements and increasing the central bank independence.  
Even if yuan/renmimbi internationalization has progressed in recent years, the Chinese currency has a minimum 
role in global economy.  
In global foreign exchange market, according to the Bank for International Settlements (BIS, 2010), the Chinese 
currency is among the emerging market currencies that recorded significant increases in their trading volumes. The 
yuan/renmimbi accounted 0.9% of global turnover in 2010, on a par with the Indian rupee and the Russian rouble, 
compared with 0.5% in 2007 and 0.1% in 2004.  
Although China records 11.4% of world trade, the share of the yuan/renmimbi in international payments was 
0.24% in 2010. But there is no doubt that in the medium and long term, yuan/renmimbi will become an important 
currency in international trade settlements. 
For China, the main benefits of having an internationalized yuan/renmimbi are: 
 companies are able to make cross-border settlement in their currency and will gain from the elimination of the 
additional costs and exchange rate risk;  
 banks are able to do international transactions in national currency and will have access to global financial 
markets, taking into account that in the future China aims to become a global financial power; 
 financial markets will become deeper and more liquid;  
 government and private financial institutions will benefit from lower cost of funding; 
 authorities will gain seigniorage. 
The potential costs of the yuan/renmimbi internationalization are:  
 increasing risks to monetary and financial stability; 
 growing vulnerability to speculative attacks by opening the capital account.  
The literature analyses in detail the benefits and costs of the Chinese currency internationalization: Gao and Yu 
(2011), Ito (2011), Maziad, Farahmand, Wang, Segal and Faisal (2011).  
Moving toward multicurrency international monetary system including yuan/renmimbi involves first that the 
Chinese currency to become an international currency. China wants a balanced international monetary system, with 
the US dollar, euro and yuan/renmimbi the core currencies. 
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Since 2005 (by passing to a more flexible exchange rate regime against the US dollar), and especially after the 
e region. 
and manage the yuan/renminbi more flexibly against a basket of currencies, defined according to their share in 
world trade. Although the Chinese currency flexibility increased to some extent, the yuan/renmimbi remains 
strongly managed and recorded a slight appreciation against the US dollar (around 5% annually). 
On the other hand, China is now the largest trading nation in the world, but its currency is not part of the SDR 
basket. According to the International Monetary Fund review in November 2010, the SDR basket comprises four 
key international currencies - US dollar (41.9%), euro (37.4%), pound sterling (11.3%), and Japanese yen (9.4%) - 
that are selected based on the size of the exports sector and whether the currency is freely usable. The basket 
composition is reviewed every five years by the Executive Board of IMF to ensure that it reflects the relative 
importance of currencies in t
exports of goods and services and international reserves. The main reason for not including the yuan/renmimbi in 
the latest structure of the SDR basket is the currency usability criterion (the yuan/renmimbi has a regional use in 
international trade settlement and it is almost inexistent in international reserves) but not the size of the export sector 
criterion. China insists that the yuan/renmimbi should be included in SDR basket in the near future. This requires 
that the Chinese currency become fully convertible and the capital movement restrictions are completely removed. 
Benassy-Quere and Capelle (2011) study the impact of a broadening of the SDR basket to the Chinese currency on 
the composition and volatility of the basket.  
Alexei Kudrin, Russian Minister of Finance, said at International Economic Forum in St. Petersburg (June 2009) 
that the Chinese currency could be included in world currency reserves within ten years, its plan including 
liberalization of the Chinese economy and ensuring convertibility of the yuan/renmimbi. This statement can be 
interpreted as Moscow authorities desire to reduce the US dollar's dominance. China and Russia, which occupies the 
first and third place in terms of reserves expressed their concern about the instability of the US dollar and called for 
discussions to diversify the reserve holdings. On the other hand, Joaquin Almunia, EU Commissioner for Economy, 
downplayed the prospects that the US dollar be dethroned from the world currency position in the near future.  
In the last decade, China has taken a number of initiatives to promote yuan/renmimbi as an international 
currency. In 2002 it allowed foreign investors on the stock exchange, in 2004 launched offshore renmimbi market in 
Hong Kong and in 2007 began bonds issue denominated in renmimbi (Dim Sum Bonds). Since July 2009, the 
Chinese authorities began to promote international use of the yuan/renmimbi in international trade settlements with 
major partners (the pilot project included Hong Kong, Macau and ASEAN countries and after one year the scheme 
was extended to twenty Chinese provinces) and the development of Hong Kong as an offshore centre for trade and 
investment in renmimbi. Agreement between the People's Bank of China and the Hong Kong Monetary Authority in 
July 2010 allowed all companies to open accounts in renmimbi in Hong Kong not only for commercial purposes and 
financial institutions to offer more sophisticated financial products denominated in renmimbi. Central banks in 
Malaysia, Nigeria, Chile, Thailand, Brazil and Venezuela have begun to include yuan/renmimbi in their foreign 
exchange reserves. 
According to the European Central Bank (ECB, 2011, p. 41) in the first quarter of 2011, total value of trade 
settlements in renmimbi was RMB 360 billion, representing 7% of China's total trade in that period. Offshore 
deposits in renmimbi amounted RMB 451 billion in March 2011, equivalent to 7.6% and 0.6% of total deposits in 
Hong Kong and China respectively. Renmimbi bond market in Hong Kong is small, with a transaction value of 
RMB 80 billion in March 2011.  
Considering all these actions, we can say that the internationalization of the Chinese currency has progressed and 
expanded, covering many dimensions of private use of international currency: trade invoicing and settlement 
currency; investment currency. International use of currency remains limited as: denomination currency in 
financial transactions; investment currency for cross-border deposits and securities; reserve currency; currency 
anchor.  
There are important steps. Further China must focus its efforts to convince local and foreign companies to make 
business in yuan/renmimbi and encourage central banks around the world begin to hold reserve assets denominated 
in Chinese currency. 
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In the last two years there have been a number of international agreements that are likely to weaken the US dollar 
strength. 
According to Forbes, China dropped out the US dollar in trade with BRICS countries - Brazil, Russia, India, 
South Africa - and UAE signing agreements to be used only local currencies, namely: 
 Brazil approved Chinese strategy to impose its currency, accepting the yuan/renmimbi direct exchanges, instead 
of the US dollar. 
 China and Russia initialled in November 2010 an agreement to use their own currencies in bilateral trade, without 
making use of the US dollar. The yuan/renmimbi trading against the Russian rubble began immediately in the 
Chinese bank market in Shanghai and in December on the Moscow Interbank Currency Exchange.  
 China and South Africa have agreed to use yuan/renmimbi in their transactions and a number of African central 
banks included yuan/renmimbi in reserve currencies, while the US dollar was the dominant currency in Africa in 
the past. China is by far the strongest economic partner in Africa.  
 China and UAE have decided to abandon the US dollar and to use their own currencies in trading oil products. 
On the other hand, the People's Bank of China has signed in recent years swap agreements in local currencies 
with central banks in Hong Kong, South Korea, Singapore, Indonesia, Malaysia, Argentina, Belarus, Iceland, New 
Zealand, Uzbekistan, UAE, Turkey, Australia and Brazil, in order to provide liquidity in the case of dollar liquidity 
shortage to finance bilateral trade. The latest such agreements are:   
 January 2012 - currency swap agreement between China and UAE over three years, for the bilateral exchange of 
their currency in the value of 35 billion Yuan. The agreement should lead to significant growth of trade and 
investments between the two countries; 
 February 2012 - currency swap agreement between China and Turkey in the amount of 1.6 billion US dollar; 
 March 2012 - currency swap agreement between China and Australia to exchange currencies between central 
banks worth up to 30 billion Australian dollar over a period of three years; 
 June 2012 - currency swap agreement between China and Brazil, which allow central banks of the two countries 
to exchange currencies for values up to 60 billion Real or 190 billion Yuan. The amount can be used to 
strengthen reserves in times of crisis and to boost bilateral trade. 
In addition, in early 2012 many oil-producing countries decided to carry out transactions in other currencies, 
which makes US dollar to lose in international domination.  
Since 1 June 2012, China and Japan use only the yen and yuan/renmimbi in bilateral trade at an exchange rate 
parity of 7.9480 Yuan for 100 Yen to stimulate trade cooperation, reducing currency risk and transaction costs. 
China is the largest trading partner of Japan, trade flows representing 360 billion US dollar in 2011, over 60% of 
trade transactions between the two countries until mid-2012 being denominated in US dollar. The reason for not 
using Chinese currency in trade with the most important trading partner is the presence of capital control, reflecting 
lack of liquidity in Chinese financial market. This decision highlights another US dollar loss, as an intermediary 
currency between the yen and the yuan/renmimbi. 
However, the yuan/renmimbi is far from what it represents an international currency. 2020 is the target date that 
Chinese authorities have set it for currency internationalization. According to the IMF (IMF, 2011) this is the date 
scheduled for China to exceed USA economic dimension.  
In the literature there are different views about the prospects for Chinese currency to attain international currency 
status, which is seen in the short term (Subramanian, 2011; Fratzscher and Mehl, 2011) or medium to long term 
(Dobson and Masson, 2009, Frankel, 2011; Vallee, 2012). 
To make the internationalization of yuan/renmimbi to reach full potential is required a number of other measures: 
 promoting commodity prices in yuan/renmimbi; 
 elimination of restrictions on capital movements, which must be preceded by the financial deregulation and 
liberalization of interest rate, to provide the Chinese currency convertibility; 
 increasing the flexibility of the exchange rate; 
 enhancement the central bank independence. 
The 12th Five-Year Plan of China (2011-2015) contains target of capital account liberalization. But both in Asian 
crisis and the global crisis China benefits from capital controls, which allowed it to protect from external shocks.  
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In June 2012, China announced the creation of a special business zone in the city of Shenzhen, a pilot area where 
it will be tested the yuan/renmimbi convertibility, this playing an important role in financial reform. Initially it 
concentrates deposits of 45 billion US dollar and will be transformed into a financial centre by 2020. 
However, the challenges facing the Chinese financial market - which remains underdeveloped - are considerable, 
and reform can be a long time process. There are studies that show in detail the low level of financial market 
development in China (Frankel, 2011; Prasad and Ye, 2012). 
China should not be underestimated. United States frequently accused it that deliberately devaluing the national 
currency to stimulate exports. China replied that the USA uses the same practice, through the Federal Reserve 
System. Despite these criticisms of Beijing's intervention in the foreign exchange market, China is concentrating its 
efforts on increasing internationally acceptance and use of the yuan/renmimbi.  
3. Conclusions 
Introduction of the euro has changed somewhat international monetary system configuration, causing a slight 
decrease in the US dollar position. Given the growth of China as a world economic power is to be seen how it will 
reshape the monetary system and what role the yuan/renmimbi will play. 
In the last decade, China has taken a number of initiatives to promote the yuan/renmimbi as an international 
currency, wanting a balanced international monetary system, with the US dollar, euro and yuan/renmimbi the core 
currencies. The internationalization of the Chinese currency has progressed and expanded, covering many 
dimensions of private use of international currency: trade invoicing and settlement currency; investment currency. 
But international use of currency remains limited as: denomination currency in financial transactions; 
investment currency for cross-border deposits and securities; reserve currency; currency anchor. 
Considering the multipolar monetary system configuration, this will include most likely Chinese currency among 
key currencies. 
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